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‘peline Deal:wir»ztrigue in High Places

By STEPHEN ENGELBERG
withJEFF GERTH
Special to The New York Times

HINGTON, -Jan.-30 — - Shortly -after Rear Adm, |
1. Poindexter became national security adviser in
\ber 1985, one of his predecessors in the job offered

me sober advice about a billion dollar Iraqi oil pipe-

oject that was supported by the National Security
:land by President Reagan. .
‘am P. Clark, the Administration's second national
iy adviser and a close friend of President’s, warned
-al Poindexter and his aides, “This project has be-

1 nightmare.” Self-interested intermediaries were,

to manipulate the national security policy of the

ar with the project recounted.
\iral Poindexter quickly moved to close down the
project, which had been debated for more than two
at the highest levels of the American, Israeli, Iraqi
‘rdanian Governments.
Special Prosecutor Investigating
+, more than two years later, a special prosccutor in-
ating Altorney General Edwin Meese 3d has fo-
his diplomatically sensitive investigation on the
layed in this project by Mr. Meese, by Israel, by the
al Intelligence Agency, and by E. Robert Wallach, a

| States to their advantage, he told them, officials -

close friend of Mr. Meese who had a financial interest in

the pipeline.
But the story of the pipeline is more than just a criminal
investigation that is complicating Mr. Meese's already

" “eeply troubled tenure. A monthlong review of govern-

ment documents and interviews with dozens of present
and former Administration officials illustrates in this
case how the influence of private commercial interests
came to permeate foreign policy at the highest levels of
the United States Government. )

New Details Uncovered

The N Y;osk%T:imesJinquiryrhas:uncovered—mew*‘de-

. tall$abBUtheTangled pipeline deal;inclidlfig thEse:

qThe special-:prosecuxor,-.Jamcs;C.‘-,McKny-,-vis"inVcsu-
gating{he-relationship between-William-J.-Casey, the late
Director-of-Céntral Iiiteltigence;-and Bruce-Rappaport; a
Swiss businessmariWithitieso-1srael- who wasa principal
in*the-project;-according-10-offl icials:»Theyadd-that"Mr.
McKayis alsoexamining how information about Mr.-Rap-

papun~comame'd‘!n'Cenlral Intelligence Agency-files was:

notwprovided—(o~some‘,oﬁicialsmwho'had queslionSfpbour
him.and-had-asked.the.C.LA..for.backround-on-hipi. . The
«agency’sshighly:zclassified dpssier&onme,Rappa oFd

raised«q

dealingsand referred’ .
to-him-as-a-representative-of-israck.officials. faidzsBut |

~

{

."/'./
1atinf opmatlon»wéé;;ot\;ptoyideﬁﬁw 9
rx‘pmggﬁgggncy._;x:gmadsmade’é’ﬁ’*’dfrl-
ial request through proper.channels. sy
aMr. Wallach and Mr- Rappaport
-ere brought into the pipeline deal, at
»ast in part, because of their.ties to ol-
.cials il Israel and the United States.
.merican officials said Mr, Rappaport
-as closely aligned with Shimon Peres,

1en Israel's-Prime Minister, while Mr, .

/allach, who represented Mr, Rappa-
ort, openly boasted of his ties to" Mr.
feese. Soon after the two men became
ctive in the project, each-obtained tan-

ible signs of support' from Mr. Meese .

nd Mr. Peres.

qThe objections of other government *

sencies or officials to the pipeline
: roject were overruled, ignored or by-

TURKEY

‘SAUDIARABIA

& Maes 300
The New York Times/Jan. 31, 1988
Pipeline was to have connected Al

- assed, largely through efforts of the
:ational Security Council, officials

aid. Cor

Officials familiar with the project, all
{ whom asked not to be identified, said
. gathered momentum in May 1985,
e same month that N.S.C. officials
- 2gan pushing the idea of selling arms
oIran, - . c .

The similarities.between the Iran af-
-iir and the Iraqi pipeline deal are
.riking, several officials said. In both
istances, Robert C. McFarlane, then

Haditha to Aqaba on the Red Sea.

the national security adviser, was
drawn into a deal by middlemen with
personal financial stakes.

In addition, American support for the
Iraqi project was handled outside nor-
mal -Government' channels, and the
small ‘number of officials involved
were instructed to keep it secret from
their colleagues. - * - - <L,

Finally, both the Iran and Iraq deals
raise questions about the influence of

lsraell_‘inlcrests on American policy, a
question that Mr. McKay is said to be
exploring and that is considered highly|

. sensitive.

Until 1985, the Administration's ap-
proach was to seek an end to the hostili-
ties in the region and to support neither
side in the protracted Iran-Iraq war.
Israel, on the other hand, was quictly
encouraging continued conflict be-

N tween Iran and Iraq.

By the fall of 1985, after months of

. dealing with ‘Israeli representatives,

the Administration’s approach to the
war in the Persian Gulf had shifted toa
contradictory policy that appeared to
be.tantamount to backing both sides at
once. lIsrael apparently was doing
much the same. .

Even as the Administration set in
motion its first arms sales to Iran with
the assistance of Israel, its official jus-
tification for backing the pipeline was
that increased sales of crude oil by
Iraq would help Iraq finance thé weap-
ons needed for the war against Iran,
according to officials.
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‘It Smacked of a Novel’
Picked Up at an Airport

There was another similarity be-
tween the Iran arms dealings and the
pipeline project. To some Washington
officials involved' in the complex ne-
gotiations, the leading players seemed

like characters in a movie. “To us,”
one Administration official recalled,
“jt smacked of a novel you'd pick up at
anairport.” .
Il The key actors included Mr. Rappa-
port, who was born in Palestine before
it became Israel. He later moved to
Geneva and became an international
businessman reputed to have earned
more than ‘a billion dollars through
dealings in energy, shipping and fi-
nance. One American official said Mg.!
Rappaport often boasted of his ties to!
the Israeli Government. i

There were also rumors, which were
persistent enough to have been the sub-
ject-of questions-by the -special prose-
cutor, that Mr. Rappaport had ties with
the Mossad, the Israeli intelligence
agency, according to officials.

Mr. Rappaport declined to be inter-
viewed, despite repeated requests -by
phone and telex. His attorneys said he
had a policy of not talking to reporters.

Then there was E. Robert Wallach, a
successful San Francisco personal in-
{ury lawyer who had been Mr. Meese's
awyer. Mr. Wallach cut an unusual fig-
ure in Washington. His sartorial trade-
mark was a large carnation. He signed
his name in all lower-case letters in the
style of the poet e.e. cummings.

The project’s roots go back to 1983,
long before Mr. Wallach and Mr. Rap-
paport came on the scene. In that year,
Iraq was faced with the shutdown of an
oil pipeline by.Syria and was exploring
other routes to export its oil. Among
the options were new pipelines in Tur-
key and Saudi Arabia and through Jor-
danto the port at the Gulf of Aqaba.

The Bechtel Group
‘Showed an Interest

The prospect .of bullding the huge
pipelines attracted the Bechtel Group
Inc. the giant engineeering services
company that had done considerable
business in the Middle East. By 1984,
Bechtel obtained a preliminary financ-
ing commitment from the Export-Im:
port Bank, a Government agcnci'.

Bechtel realized immediately that
the main hurdle facing the pipeline
project would be insurance. Iraq and
Jordan, through which the pipeline
would pass, were demanding guaran-
tees that the interest payments would
be met if Israel or anyone else attacked
and destroyed the pipeline.

That request prompted Bechtel to ex-
plore the idea of insurance with the
Overseas Private Investment Corpora-
tion, a -United States Government
agency that insures projects against
political risks. '

Bechtel officials also concluded they
would need to make contact with the Is-
raell Government, and so in February
of 1985, they reached a tentative agree-
ment-to form a partnership with Mr.
: Rappaport. Tom Flynn, a spokesman
for Bechtel, said Mr. Rappaport had
been referred by Japanese business in-
terests, adding, “We were led to be-
lieve he had some experience in Is-
rael.” : 7

Within two weeks, Mr. Rappaport de-
livered. Mr. Flynn said he produced a
letter from Shimon Peres, who was
then the Israeli Prime Minister, that
promised Israel would not interfere
with the plpeline.

*“That was the signal, Rappaport's
way of showing our folks he could be
useful,’ the Bechtel spokesman said.

But the letter from Mr. Peres was
not sufficient to assuage Iraqi fears.
| Baghdad wanted something more tan-
gible, namely money. :

Meanwhile. officials at the Overscas
Privale Investment Corporation were;
unenthusiastic about the deal, in part

ing at the top levels of the Administ
tion. Although some at the State
partment supported the deal, the vdice
of Secretary of State George P. Shullz,
former vice chairman of Bechtel, \tas.
notably silent. Mr. Shultz had removyed
himself from involvement in any Begh-
tel project.

‘We've Got a Swiss Guy
With a Bizarre Scheme’

In May of 1985, an Overseas Invest-
ment Corporation official told an attor-
ney for Mr. Rappaport that he wanted
some evidence of senior Government
support. e

The official said he told Mr. Rappa-
port’s lawyer: ““We’ve got a Swiss guy
with a bizarre scheme. | haven't heard
from anybody in the Government that
&g 'should be doing something like

is." - .

When Mr. Wallach got involved in the
project soon afterward, however, the
question was answered, According to
ane source involved in the deal, Mr.
'Vallach was brought in be- wse of his|
Iles to Mr. Meese, not for | legal tal-

ent.

Like Mr. Rappaport, Mr. Wallach
quickly delivered. With the help of a
phone call by Mr. Mcese, Mr. Wallach
arranged a meeting with Mr. McFar-
lane. The session took place at the
White House in June. Present were Mr,
McFarlane, Mr. Rappaport and Mr.
Wallach. .

Three days later, on June 27, Mr.
McFarlane convened a White House
meeting with top officials of the Over-
seas Investment Corporatiop, and he
told them the project was a matter of
national security interest. The insur-
ance corporation is one of Washing-
ton’s more obscure agencies and nor-
mally deals with thé State Department.
Officials there viewed the involvement
of the National Security Council as
highly unusual, and-impressive. R

Sometime later, Mr~Rappaport held
atgmall party/honoring :Mr..Casey. aty.
the Zluxurious.. Fourways-Washington
‘Restaurant!  The evening was appar- |
ently part.of an elfort to persuade offi
cials;thafthe deal had high-level sup?
port, The:guests included - officials “in-
volved+insthe deal,.and:the conversa-
tions:centered-around the pipeline-and1
Mr=Rappaport's-open display-of- his
| ties~-to~-Mr..Casey,-according .to one
guest.~~

Officials said the Overseas Invest-
fhent-Corporation’s questions dbout the
, dealgwere;.numerous, including the
‘amount of insurance required, which
was nearly $400 million, the lack of dip-
lomatic agreements on insurance, and
_the unusual demands being made by
t Iraq. f
i -Bul officials said those concerns}
| were eased by the insistence of the Na-
tjonal:Securjty Council’and the appar-
| ent ‘endorsement of Mr. Casey..At some
point, even President Reagan gave hisj:
support to it, though it is not known pre-
cisely when.

Quiéstions Are Raised.

Aho.ut;Rag;;LS;Dﬁ,a‘,

By mid-summer, however, the Over-
seas:Investment: Corporation:became
more concerned.about the background
of :Mr.-Rappaport. The agency’s inter-
est was piqued when a major financial
institution-involved*in"the deal said it
would not:work with Mri-Rappaport.:=

This prompted one agency official to
take his concerns about Mr. Rappaport
to a National Security Council official
— not Mr. McFarlane — who replied
that the White House was vouching for
Mr. Rappaport, an official said. Still not
convinced, the ageiicy’s officials asked
: the*C.FA> to*givethem-a-background
! repoyt on Mr. Rappap6rt.
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e C,.A. responded by sending
Iwo-page “report,” classified ‘‘seerct,'™
that contained information almost ¢n-
tirely available from newspaper chp-
pings or public filings -about-Mr. Rap-
paporl's successful suit in the 1970's to
recover money from Pertamina, the
state-owned Indonesian oil company,
officials_said. I, disclosed little about
Mr. Rappaport.

Unbeknownst to officials of the Over-
seas Investment Corporation, the C.1.A.
knew.more about Mr: Rappaport. Mr.
McKay has obtained a C:1.A. document
about .Mr..Rappaport that-was put to-
gether. in connection with.the Nation;
Security Council’s efforts on beh;
the project, according to officjals’
One official familiar is contents
said it -ififormation about;
questionable business dealings by Mr.
Rappaport, and also cited the role he
had played in representing Israell in-
terests;y Though -that .information
caused. concern among some parlicic
pant; ‘the deal,- it .apparently was
never passed on (o' Mr. McFarlane or to
Oveérseas Inyestment Corporation, offi-
clals added. *

Throughout the summer, Mr. Rappa-
port and Mr. Wallach continued to
maintain that the Israelis were cn-
thusiastic supporters of the project.

American officials insist that Isracl
was willing to pledge either American
foreign aid money or Israeli govern-
ment money as insurance that it would
not attack the, pipeline. They believed
that Israe] waé motivated-by the prom-
ise of a shane in the oil. They said the
terminal in the Gulf of Aqaba would be
controlled by Mr. Rappaport, who had
touted. himself as the Israelis’ man in
the deal.

Another possible reason for Israel's
acquiescence was Mr, Peres's interest
in promoting a Middle East peace
agreement -with King Hussein of Jor-
dan and a desire 1o send a strong signal
to Jordan of Israel's good will. Later, in
fact, Mr. Peres began to promote the
idea of a Middle East “*Marshall Plan"
by which all countries in the region
would be aided economically.

Another possible cxplanation for the
Israeli support is contained in 2 memo
that Mr. Wallach sent to Mr. M'ese. It

said thal part of the plan for the pipe-
line project included payments:to the
Israeli Labor Party, headed by Mr.
Peres. Spokesmen for the Israeli Gov-
ernment — in which Mr. Peres is now
Foreign Minister — have denied that
any such payment was accepted or of-
fered.

By October 1985,
Problems Emerge

By October 1985, it was clear the
project was running into problems.
Iraqi officials told a visiting American
1delegation that they had serious reser-
vations about the plan. When an official
of the Overseas' Investment Corpora-
tion confronted the National Security
Council with the negative reports ema-
nating from Baghdad, he said he was
told: *'National security is our busi-
ness. You mind yours."

Mr. Wallach, meanwhile, had trav-
eled to Israel to meet with Mr. Peres.
He told an associate that Mr. Meese
had authorized his trip. Mr. Peres also

;wrote a letter to Mr. Meese, Indicating
-that Israel backed the project.

. The issue of Israel's role in the
project, and the Overseas Investment
Corporation's objections became criti-
cal in October. The agency's general
counsel, Ralph Shanks, sent a memo to
Mr. Meese that sought a legal opinion
on several questions about the assign-
ment of Israeli aid .to secure the pro-
posal. That document was a classic ex-
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- ample of Washington gamesmanship,
according to officials who have seen it.
“We were trying to abort the deal,”
one official recalled. “Going to Justice
was part of that strategy.” !
Supporters of the project, including
‘Mr. Wallach, steered the memo,
:around the normal channels so that Mr.
Meese quickly received an opinion
from a Justice Department lawyer
whom Mr. Wallach had helped hire that
suggested ways in which the legal ob-
.stacles could be surmounted, accord-
ing to documents and Justice Depart-
ment officials. Mr. Meese, who was al-
ready playing a highly unusual role in
foreign affairs, . supported these - :
-maneuverings, according to former ;
Justice officials.
But opponénts of the project, includ-
ing Mr.- Shanks, who had previously
worked in the same Justice office,
forced the memo into official channels, ’.
where it received a totally negative
‘opinion from department lawyers, ac-
cording to former officials. Such a fi-
nancing plan was not legally possible,
the Office of Legal Counsel concluded.
The deal, howevér, was not yet dead.
Administration  officials  continued
until the end of 1985 to try to cowme up
with creative solutions to the insurance
‘problem. But Mr. McFarlane resigned
from his post as national security ad-
viser in early December. Then Admi-
ral Poindexter, who had approved the
arms sales to Iran, listened to what Mr.
Clark, the former security adviser, had
to say and shut dowrl the project.
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